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SUB J : INTERAGENCY TASK FORCE TO DEVELOP A NATIONAL EXPORT POLICY 
REF: STATE 095673; SANTIAGO 2087; SANTIAGO 2088 

1 . INTRODUCTION. SEVERAL U.S. POLICIES THAT HAVE HAD THE 
PROBABLE EFFECT OF REDUCING U.S. EXPORTS TO CHILE APPEAR TO 
US TO HAVE BROAD SIGNIFICANCE IN FRAMING A NATIONAL EXPORT 
POLICY. OF THESE, ONE, THE TAXATION OF EXPATRIATE INCOME OR 
ALLOWANCES, HAS NO CONNECTION WITH BILATERAL PROBLEMS ARISING 
BETWEEN THE UNITED STATES AND CHILE. TWO OTHERS, LEGISLATIVE 
RESTRICTIONS ON MILITARY EQUIPMENT SALES, AND AN EXECUTIVE BRANCH 
RESTRICTION ON EXPORT-IMPORT BANK FINANCING, RELATE BACK 
DIRECTLY TO U.S. HUMAN RIGHTS POLICIES. TREATMENT OF AN 
APPLICATION FOR A WHEAT CREDIT TO THE CHILEAN PRIVATE SECTOR 
(SANTIAGO 2087 AND 2088) EXEMPLIFIES THE BALANCING OF 
CONSIDERATION - HUMAN RIGHTS VERSUS EXPORT PROMOTION. 

2. MILITARY SALES. SINCE JULY 1, 1976, BY ACT OF 

CONGRESS, NO PRODUCTS ON THE MUNITIONS LIST MAY BE EXPORTED 
FROM THE U.S. TO CHILE. THIS HAS RESULTED IN A LOSS OF 
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SALES NOT ONLY OF MILITARY EQUIPMENT TO THE CHILEAN ARMED 
YQRCES, MOST OF WHICH MIGHT HAVE BEEN DISAPPROVED ON 
POLITICAL GROUNDS IN ANY EVENT, BUT ALSO SALES FOR PURELY 
COMMERCIAL USE IN CHILE. A SWEEPING CONGRESSIONAL EMBARGO 
OF THIS TYPE THAT ALLOWS NO CASE BY CASE DISCRETION PENALIZES 
U.S. EXPORTERS OF SUCH PRODUCTS. 
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3. EXPORT-IMPORT BANK LOANS. WITHOUT EXIM-BANKJS DIRECT 
LENDING PARTICIPATION ON LARGE EXPORT OPPORTUNITIES IN CHILE, 
U.S. EXPORTERS ARE FINDING IT IMPOSSIBLE TO COMPETE FOR 
SOME SALES BECAUSE OF FINANCING TERMS ALONE. TWO RECENT 
EXAMPLES. A LARGE U.S. MULTINATIONAL IS LIKELY TO SOURCE 

ITS BID FOR A $ 25 MILLION ELECTRICITY GENERATING PLANT FROM 
THIRD COUNTRIES, SUCH AS CANADA AND BRAZIL, WHERE THE 
AVAILABILITY OF GOVERNMENT EXPORT CREDITS GIVES THEM THEIR 
ONLY CHANCE TO COME IN WITH A COMPETITIVE FINANCING 
PACKAGE. SECONDLY, A U.S. MANUFACTURER OF LARGE DIAMETER 
PIPE, THAT HAS BEEN THE SUCCESSFUL BIDDER ON RECENT 
INTERNATIONAL PROJECTS FINANCED BY IFI'S, IS A LIKELY NON- 
BIDDER ON A CHILEAN TENDER FOR OVER US$ 20 MILLION WORTH 
OF PIPE FOR A WATER SYSTEM PROJECT. THE COMPANY'S CURRENT 
READING IS THAT THE FRENCH AND JAPANESE WILL BEAT THEM 
BADLY, NOT ON THE PRICE OF THE PIPE ITSELF, BUT ON THE 
FINANCING TERMS THAT WILL BE OFFERED, AND THUS ON THE 
OVERALL PRICE. 

4. U.S. TAXES. A U.S. REPRESENTATIVE OF A MAJOR 
ENGINEERING CONSULTANT FIRM REPORTS THAT U.S. TAX TREATMENT 
OF INDIVIDUAL INCOME EARNED OVERSEAS IS PROVING A NIGHTMARE 
FOR HIS FIRM'S CHANCES OF WINNING ENGINEERING PRE-FEASIBILITY 
STUDY CONTRACTS IN CHILE. COSTS ON THESE PROJECTS ARE 
ALMOST ENTIRELY THE SALARIES AND EXPENSES OF THE PERSONNEL 
ASSIGNED TO THEM. UNDER THE 1976 TAX LAW CHANGES, THESE 
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"EARNINGS" ARE BEING TAXED AT A HIGHER RATE AND WITH LESS 
ALLOWABLE FOREIGN TAX CREDITS. CURRENTLY, FOR EXAMPLE, THE 
ANNUAL CLIENT COST FOR A U.S. ENGINEER EARNING US$ 45,000 
COMES TO $ 120,000 WHEN HE IS ASSIGNED TO CHILE. ACCORDING 
TO THIS SOURCE, THE ADDITIONAL U.S. TAX BURDEN HAS BECOME 
THE FINAL STRAW IN PRICING U.S. CONSULTING ENGINEERS OUT OF 
THE RUNNING FOR THE "LABOR-INTENSIVE" PRE-FEASIBILITY 
CONTRACTS. THE MARGINAL TAX INCREMENT TO THE USG FROM 
HIGHER INDIVIDUAL TAXABLE INCOME HAS TO BE COMPARED TO THE 
MUCH LARGER POTENTIAL CORPORATE TAX PAYMENTS ACCRUING TO 
THE USG FROM PROFITS FROM THE SUCCESSFUL SALE OF U. S. 
ENGINEERING SERVICES ABROAD. IN ADDITION, WINNING THESE 
PRE-FEASIBILITY STUDIES IS ALMOST A PREREQUISITE FOR 
SELECTION ON THE LARGER- VALUE DESIGN/ENGINEERING PHASE OF 
PROJECTS. THE POTENTIAL LOSS FOR U.S. EXPORTS OFTEN 
BECOMES MAGNIFIED WHEN SPECIFICATIONS FOR EQUIPMENT, 
USUALLY THE BIG-MONEY COMPONENT OF A PROJECT, ARE 
WRITTEN BY THE FOREIGN COMPETITION. 
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